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Abstract
The objective of this study is to examine the association between audit firm
characteristics and fraudulent financial reporting. This study used matched-sample
logistic regression of 122 companies with and without fraudulent financial reporting over
a 5-years period from 2006 to 2010 and empirically examines whether the audit tenure,
audit fees, audit firm size and auditor industry specialization will influence the audit
quality, thus affect the company's financial reporting. The results support prior findings
by indicating a negative relation between the audit fees and the likelihood of fraudulent
financial reporting. In addition to that, the findings also show that auditor industry
specialization is also related to the propensity of fraud in financial reporting. On the other
hand, no significant evidence was found for audit tenure and audit firm size, leading us to
conclude that these factors are not an important indicator of the quality of financial
reporting. This study also found that the company with higher leverage and more loss
recognition is most likely to involve in fraudulent financial reporting. The result is robust
even after including various controls such as year effect and industry effect. This study
concludes that paying high audit fees and engaging an auditor industry specialist, will
result in increase of audit quality, thus reducing the likelihood of fraudulent financial
reporting.
Keywords: Fraudulent financial reporting, Malaysian fraud cases, audit tenure, audit
fees, audit firm size and auditor industry specialization.
III
Table of Contents
Author's Declaration i
Acknowledgments ii
Abstract iii
Table of Contents iv
List of Tables vi
List of Figures vii
Abbreviations vii
Chapter One: Introduction
1.1 Introduction 1
1.2 Background of the study .4
1.2. I Audit ten ure 5
1.2.2 Audit fee 6
1.2.3 Audit firm size 7
1.2.4 Auditor industry specialisation 8
1.3 Problem statement. 10
1.4 Research objective 11
1.5 Scope of the study 12
1.6 Significant of the study 12
1.7 Organisation of the study 13
Chapter Two: Literature Review
2.1 Introduction 15
2.2 Fraudulent financial reporting 15
2.3 Audit quality 18
2.3.1 Audit tenure 20
2.3.2 Audit fees 24
2.3.3 Audit firm size 27
IV
2.3.4 Auditor industry specialisation 31
2.4 Firm sisze, leverage and loss company (control variables) 33
Chapter Three: Research Method
3.1 Introduction 34
3.2 Research design 34
3.3 Sample and population 35
3.4 Theoretical framework 36
3.5 Hyphotesis development 39
3.5.1 Audit tenure 39
3.5.2 Audit fees 40
3.5.3 Audit firm size 40
3.5.4 Auditor industry specialisation .41
3.6 Measurement procedure 42
3.6.1 Measurement of dependent variable .43
3.6.2 Measurement of independent varaibles .44
3.7 Statistical analysis 46
3.8 Theoretical model 46
Chapter Four: Analysis and Results
4.1 Introduction 48
4.2 Descriptive analysis 48
4.3 Normality test. 54
4.4 Correlation analysis 58
4.5 Logistic regression analysis 60
4.6 Robustness test 63
4.7 Chapter summarry 65
v
